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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 (651) 296-2551 (Voice)

3 - oice

= 525 PARK STREET (651) 296-4755 (Fax)
REBECCA OTTO SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

INDEPENDENT AUDITOR’S REPORT

Board of County Commissioners
Pine County
Pine City, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of Pine County, Minnesota, as of and for the
year ended December 31, 2014, and the related notes to the financial statements, which collectively
comprise the County’s basic financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the County’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
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expressing an opinion on the effectiveness of the County’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of Pine County as of December 31, 2014, and the respective changes
in financial position thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis (MD&A) and Required Supplementary Information other
than MD&A as listed in the table of contents be presented to supplement the basic financial
statements. Such information, although not part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Pine County’s basic financial statements. The supplementary information
and other supplementary information, as listed in the table of contents, are presented for purposes
of additional analysis and are not a required part of the basic financial statements.

The supplementary information and other supplementary information are the responsibility of
management and were derived from and relate directly to the underlying accounting and other
records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
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statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Govermment Auditing Standards, we have also issued our report dated
August 19, 2015, on our consideration of Pine County’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards in
considering Pine County’s internal control over financial reporting and compliance.

)

REBECCA OTTO GREG HIERLI R, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

August 19, 2015
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PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

This section of the Pine County (the County) annual financial report presents our discussion and
analysis of the County’s financial performance during the fiscal year that ended December 31, 2014.
The Management’s Discussion and Analysis (MD&A) is Required Supplementary Information specified
in the Governmental Accounting Standards Board (GASB) Statement No. 34. Certain comparative
information between the current year, 2014, and the prior year, 2013, is required to be presented in the

MD&A.

FINANCIAL HIGHLIGHTS

The assets and deferred outflows of resources of Pine County exceed its liabilities and deferred
inflows of resources on December 31, 2014, by $79,930,438 (net position). The County-wide
net position increased 5.9 percent in 2014 over the prior year due primarily to increased general
revenues with expenses remaining steady from the previous year.

Overall governmental fund-level revenues totaled $46,976,230 and were $103,487 less than
expenditures in 2014. Investment earning and intergovernmental revenues increased from the
previous year due to the change in market value of investments at year-end and additional
county program aid received offset by the Road and Bridge Fund receiving advance funding for
highway projects that were bid and let.

The General Fund’s fund balance increased $1,619,772 from the prior year as a result of
increased county program aid and forfeited tax land sale proceeds during 2014. Of the total
fund balance amount, $2,538,180 was unassigned fund balance.

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial section of the annual report consists of three parts — required supplementary
information which includes the Management’s Discussion and Analysis (this section), the basic
financial statements, and supplementary information. The basic financial statements include two
kinds of statements that present different views of the County:

The first two statements are government-wide financial statements which provide both short-
term and long-term information about the County’s overall financial status.

The remaining statements are fund financial statements which focus on individual parts of the
County, reporting the County’s operations in more detail than the government-wide statements.

— The governmental funds statements tell how basic services such as general
government, human services, and highways and streets were financed in the short-
term, as well as what remains for future spending.

— Fiduciary funds statements provide information about the financial relationships in

which the County acts solely as a trustee or agent for the benefit of others to whom
the resources belong.
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PINE COUNTY
PINE CITY, MINNESOTA

MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED DECEMBER 31, 2014

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

The financial statements also include notes that explain some of the information in the statements and

provide more detailed data.

Figure A-1 shows how the various parts of this annual report are arranged and related to one another.

Figure A-1
Annual Report Format

_____________________

I A
1
Management s Basic Required
Diésewssion Financial Supplementary
Statements Information
Tt T T T T T T T T T T T
A 1
1
Government-Wide Fund %m
Financial Financial 2o the
Statements Statements . .
Fenancial
Statements
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PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

Figure A-2 summarizes the major features of the County’s financial statements, including the portion of
the County’s activities they cover and the types of information they contain. The remainder of this
overview section of Management’s Discussion and Analysis highlights the structure and contents of

each of the statements.

Figure A-2.

Major Features of the County’s Government-Wide and Fund Financial Statements

and deferred
outflows of
resources/liability
and deferred

deferred outflows
of resources,
liabilities, and
deferred inflows

deferred outflows of
resources expected to
be used up and
liabilities and deferred

Type of Government-Wide| Governmental Funds | Fiduciary Funds
Statements
Scope Entire County’s The activities of the Instances in which
government County that are not the County is the
(except fiduciary proprietary or trustee or agent for
funds). fiduciary. someone else’s
resources.
Required Statement of net Balance sheet. Statement of
financial position. fiduciary net position.
statements Statement of Statement of Statement of
activities. revenues, changes in fiduciary
expenditures and net position.
changes in fund
balance.
Accounting basis | Accrual Modified accrual Accrual accounting
and accounting and accounting and and economic
measurement economic current financial resources focus.
focus resources focus. resources focus.
Type of asset All assets, Only assets and All assets, deferred

outflows of
resources, liabilities,
and deferred inflows
of resources, both

of when cash is
received or paid.

the end of the year,
expenditures when
goods or services
have been received
and payment is due
during the year or
soon thereafter.

inflows of of resources both | inflows of resources short-

resources financial and that come due during term and long-term,

information capital, short-term | the year or soon Agency’s funds

and long-term. thereafter, no capital do not currently
assets included. contain capital

assets, although they
can.

Type of All revenues and Revenues for which All revenues and

inflow/outflow expenses during cash is received expenses during

information year, regardless during or soon after year, regardless of

when cash is
received or paid.

Government-Wide Statements

The government-wide statements report information about the County as a whole using accounting
methods similar to those used by private-sector companies. The statement of net position includes all
of the County’s assets, deferred outflows of resources, liabilities and deferred inflows of resources. All
of the current year’s revenues and expenses are accounted for in the statement of activities regardless
of when cash is received or paid.
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PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

Government-Wide Statements (Continued)

The two government-wide statements report the County’s net position and how they have changed. Net
position — the difference between the County’s assets and deferred outflows of resources and liabilities
and deferred inflows of resources — is one way to measure the County’s financial health or position.

e Over time, increases or decreases in the County’s net position is an indicator of whether its
financial position is improving or deteriorating, respectively.

o To assess the overall health of the County, you need to consider additional non-financial factors
such as changes in the County’s property tax base and the condition of county buildings and
other facilities.

In the government-wide financial statements the County’s activities are shown in a single category:

e Governmental activities — The County’s basic services are included here. Property taxes and
state aids finance most of these activities.

Fund Financial Statements

The fund financial statements provide more detailed information about the County’s funds — focusing on
its most significant or “major” funds — not the County as a whole. Funds are accounting devices the
County uses to keep track of specific sources of funding and spending on particular programs:

e Some funds are required by state law and by bond covenants.

e The County establishes other funds to control and manage money for particular purposes (e.g.,
repaying its long-term debts) or to show that it is properly using certain revenues (e.g., federal
grants).

The County has two kinds of funds:

e Governmental Funds — The County’s basic services are included in governmental funds, which
generally focus on (1) how cash and other financial assets that can readily be converted to cash
flow in and out and (2) the balances left at year-end that are available for spending.
Consequently, the governmental funds statements provide a detailed short-term view that helps
to determine whether there are more or fewer financial resources that can be spent in the near
future to finance the County’s programs. Because this information does not encompass the
additional long-term focus of the government-wide statements, we provide additional information
at the bottom of the governmental funds statements that explain the relationship (or differences)
between them.

e Fiduciary Funds — The County is the fiscal agent, or fiduciary, for assets that belong to others.
The County is responsible for ensuring that the assets reported in these funds are used only for
their intended purposes and by those to whom the assets belong. All of the County’s fiduciary
activities are reported in a separate statement of fiduciary net position. We exclude these
activities from the government-wide financial statements because the County cannot use these
assets to finance its operations.

(8)



PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

FINANCIAL ANALYSIS OF THE COUNTY AS A WHOLE

Net position

Over time, net position serves as a useful indicator of the County’s financial position. Pine County’s
total net position was $79,930,438 on December 31, 2014, an increase of $4,484,017 from the prior
year. The main reason for this increase is an increase in the County’s investment in capital assets —
primarily road projects (see Table A-1).

Table A-1
The County's Net Position

Governmental Activities

2014 2013
Current and Other Assets $ 14577,386 $ 15,639,694
Capital Assets 99,604,034 93,073,306
Total Assets 114,181,420 108,713,000
Deferred Outflows of Resources 1,697,854 1,803,420
Current Liabilities 5,065,300 4,474,337
Long-Term Liabilities 29,520,596 30,595,662
Total Liabilities 34,585,896 35,069,999
Deferred Inflows of Resources 1,362,940 -
Net Position
Net Investment in
Capital Assets 73,451,843 65,931,819
Restricted 2,794,910 4,621,729
Unrestricted 3,683,685 4,892,873
Total Net Position $ 79930438 $ 75,446,421
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PINE COUNTY

PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

CHANGE IN NET POSITION

The government-wide total revenues were $44,031,838 for the year ended December 31, 2014 (an
increase of $7,936,526). This increase is primarily attributable to increased county program aid, federal
FEMA funding, and a new wheelage tax. Property taxes, operating grants and contributions, and capital
grants and contributions accounted for 77% of total revenue for the year (see Table A-2).

REVENUES
Program Revenues

Charges for Services

Operating Grants and Contributions

Capital Grants and Contributions
General Revenues

Property Taxes

Other

Total Revenues

EXPENSES
General Government
Public Safety
Highways and Streets
Sanitation
Human Services
Health
Culture and Recreation
Conservation of Natural Resources
Economic Development
Interest

Total Expenses

CHANGE IN NET POSITION
Net Position - Beginning of Year
NET POSITION - END OF YEAR

Table A-2
Change in Net Position

Governmental
Activities Total %
2014 2013 Change
6,559,578 $ 4,930,292 33.0 %
13,853,821 9,380,284 47.7
5,314,841 5,161,792 3.0
14,610,084 14,308,231 2.1
3,693,514 2,314,713 59.6
44,031,838 36,095,312 22.0
9,415,154 5,417,168 73.8
9,416,459 8,929,009 5.5
8,913,395 12,826,414 (30.5)
166,620 192,351 (13.4)
7,563,856 7,745,141 (2.3)
1,377,505 1,382,174 (0.3)
320,642 314,260 2.0
1,138,080 1,508,049 (24.5)
9,918 42,949 (76.9)
1,226,192 1,285,541 (4.6)
39,547,821 39,643,056 (0.2)
4,484,017 (3,547,744) 226.4
75,446,421 78,994,165 (4.5)
79,930,438 $ 75,446,421 59

Total revenues surpassed expenses, increasing net position $4,484,017 over last year.
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PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

CHANGE IN NET POSITION (CONTINUED)
The government-wide cost of all governmental activities this year was $39,547,821.

Some of the cost was paid by the users of the County’s programs ($6,559,578).

The federal and state governments subsidized certain programs with grants and contributions
($19,168,662).

The remainder of the County’s governmental activities costs ($13,819,581) was paid for by
County taxpayers and the taxpayers of our state. This portion of governmental activities was
covered by $14,610,084 in property taxes, $2,033,221 of state aid, $1,660,293 of other general
revenues, and resulted in an increase to net position.

Governmental Activities Revenues by Source 2014

B Other General O Fees, Charges, and
Revenue Other

6% \ 15%

8 Operating Grants
and Contributions
32%

O Property and Other
Taxes
35%

O Capital Grants and
Contributions
12%

Governmental Activities Expenses by Function 2014

Culture and Conservation of Economic
Recreation Natural Resources _ Development
1% 3% 0%

Interest
3%

Hgg:\/lth General
© Government
Human Services 24%
19% = .
-
Highways and Public Safety

Sanitation Streets o
0% 23% 24%
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PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

CHANGE IN NET POSITION (CONTINUED)

Table A-3 presents the cost of each of the County’s program functions, as well as each function’s net
cost (total cost less revenues generated by the activities). The net cost shows the financial burden that
was placed on the County’s taxpayers by each of these functions.

Table A-3
Expenses and Net (Revenue) Cost of Services

Total Cost of Services Percentage  Net (Revenue) Cost of Services ~ Percentage
2014 2013 Change 2014 2013 Change
GOVERNMENTAL ACTIVITIES
General Government $ 9415154 § 5,417,168 73.8% $ 4,064,505 $§ 3,844,345 57 %
Public Safety 9,416,459 8,929,009 55 7,149,240 7,051,914 1.4
Highways and Streets 8,913,395 12,826,414 (30.5) (2,003,380) 3,666,483 (154.6)
Sanitation 166,620 192,351 (13.4) 81,456 118,853 (31.5)
Human Services 7,563,856 7,745,141 (2.3) 2,872,723 3,376,562 (14.9)
Health 1,377,505 1,382,174 (0.3) 336,044 405,037 (17.0)
Culture and Recreation 320,642 314,260 2.0 320,642 314,260 2.0
Conservation of Natural Resources 1,138,080 1,508,049 (24.5) (230,940) 64,744 (456.7)
Economic Development 9,918 42,949 (76.9) 3,099 42,949 (92.8)
Interest 1,226,192 1,285,541 (4.6) 1,226,192 1,285,541 (4.6)
Total $ 39,547,821 § 39,643,056 (0.2) $ 13,819,581 $ 20,170,688 (31.5)

FINANCIAL ANALYSIS OF THE COUNTY AT THE FUND LEVEL

The financial performance of the County, as a whole, is reflected in its governmental funds as well. As
the County completed the year, its governmental funds reported a combined fund balance of
$7,358,108. Revenues for the County’s governmental funds were $46,976,230, while total expenditures
were $47,079,717.

The General Fund includes the primary operations of the County in providing services to citizens. The
fund balance increased by $1,619,772 during 2014 due to an increase in county program aid and
increases in jail boarding revenues from the prior year.

The Road and Bridge Fund has a total fund balance of $218,124. The fund balance decreased in 2014
primarily due to increased anticipated highway projects.

The Health and Human Services Fund has a total fund balance of $570,289. It decreased $28,726 from
2013 due to reduced state and federal reimbursements.

The Land Management Fund has a total fund balance of $876,306. It increased $43,561 from 2013 as
a result of increased forfeited property activities.

(12)



PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

FINANCIAL ANALYSIS OF THE COUNTY AT THE FUND LEVEL (CONTINUED)
The following schedule presents a summary of General Fund Revenues:

Table A-4
General Fund Revenues
Year Ended Change
December 31, December 31, Increase
2014 2013 (Decrease) Percent
Taxes $ 8,197,702  $ 8,130,192 $ 67,510 0.8 %
Licenses and Permits 96,030 100,945 (4,915) (4.9)
Intergovernmental 7,800,208 3,448,480 4,351,728 126.2
Charges for Services 1,897,774 1,542,454 355,320 23.0
Fines and Forfeits 20,551 18,295 2,256 12.3
Gifts and Contributions 77,669 102,455 (24,786) (24.2)
Interest 358,643 (253,611) 612,254 241.4
Miscellaneous and Other 905,260 737,873 167,387 22.7
Total General Fund Revenues $ 19,353,837  § 13,827,083 ~ § 5,526,754 40.0

Total General Fund revenues increased by $5,526,754, or 40.0%, from the previous year due primarily
to an increase in county program and FEMA flood recovery grant funding, along with the presentation
of a loss on investment values in the previous year.

The following schedule presents a summary of General Fund expenditures:

Table A-5
General Fund Expenditures
Year Ended Change
December 31, December 31, Increase
2014 2013 (Decrease) Percent
General Government $ 8,700,034 § 4,426,995 $ 4,273,039 96.5 %
Public Safety 8,525,724 8,089,296 436,428 54
Sanitation 163,620 189,477 (25,857) (13.6)
Culture and Recreation 320,642 314,260 6,382 2.0
Conservation 272,680 661,658 (388,978) (58.8)
Unallocated 159,592 208,934 (49,342) (23.6)
Debt Service 96,455 100,444 (3,989) (4.0)
Total Expenditures $ 18,238,747  $ 13,991,064 § 4,247,683 30.4

The increase in General Fund expenditures was 30.4% from the prior year.

(13)



PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

FINANCIAL ANALYSIS OF THE COUNTY AT THE FUND LEVEL (CONTINUED)

General Fund Budgetary Highlights

Over the course of the year, the County revised the annual operating budget for the General Fund for
additional public safety, buildings/plant, and County Recorder equipment expenditures. The
intergovernmental and miscellaneous revenue budgets were revised for additional aid, grant funding,
and miscellaneous fees. The total budget did not change. In general, the County does not make a
significant amount of budget amendments during the year.

e Actual revenues were $634,856 less than budgeted; this is due primarily to budgeting for the
entire FEMA flood recovery grant revenue.

e The actual expenditures were $1,337,823 less than budget due to over budgeting for flood
recovery expenditures not spent during the year.

CAPITAL ASSETS

By the end of 2014, the County had invested approximately $140,840,000 in a broad range of capital
assets, including buildings, computers, equipment, and infrastructure (see Table A-6). (More detailed
information about capital assets can be found in Note 3.A.3 to the financial statements). Total
depreciation expense for the year was $3,150,241.

Table A-6
The County's Capital Assets
Governmental
Activities Percent
2014 2013 Change
Land $ 4,413,866 $ 4,377,056 0.8 %

Construction-in-Progress 1,340,724 - 100.0
Buildings 26,810,906 27,936,035 (4.0)
Machinery, Furniture, and Equipment 9,943,171 10,010,091 (0.7)
Software 157,921 157,921 -
Infrastructure 98,177,292 89,896,995 9.2
Less: Accumulated Depreciation (41,239,846) (39,304,792) 4.9

Total $ 99,604,034 $ 93,073,306 7.0

(14)



PINE COUNTY
PINE CITY, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2014

LONG-TERM LIABILITIES

At year-end, the County had $30,324,344 in long-term liabilities outstanding, including the current
portion of long-term debt.

e The County’s governmental activities total debt decreased $1,079,088 during the fiscal year,
due primarily to scheduled payments on long-term debt.

o Minnesota Statutes limit the amount of debt a county may levy to three percent of its total
market value of taxable property. At the end of 2014, Pine County’s debt was 1.27 percent of its
total market value of taxable property.

Table A-7
The County's Long-Term Liabilities

Percentage
2014 2013 Change
GOVERNMENTAL ACTIVITIES
General Obligation Public Facilities
Authority Loans $ 195,000 $ 288,000 (32.3)%

General Obligation Jail Bonds 14,815,000 15,375,000 (3.6)
General Obligation Capital Improvement Bonds 12,355,000 12,880,000 (4.1)
Special Assessments 362,612 435,135 (16.7)
Compensated Absences 1,294,355 1,281,856 1.0
Other Postemployment Benefit Plan 1,302,377 1,143,441 13.9
Total $ 30,324,344 $ 31,403,432 (3.4)

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS

By the end of 2014, Pine County approved its balanced 2015 revenue and expenditure budgets and
approved a 4.8% tax levy increase in 2015.

CONTACTING THE COUNTY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors
with a general overview of the County’s finances and to demonstrate the County’s accountability for the
money it receives. Questions about this report or additional financial information should be addressed
to Cathy J. Clemmer, Pine County Auditor, Pine County Courthouse, 635 Northridge Drive N.W., Suite
240, Pine City, Minnesota 55063.

(15)
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PINE COUNTY
PINE CITY, MINNESOTA
STATEMENT OF NET POSITION
GOVERNMENTAL ACTIVITIES
DECEMBER 31, 2014

ASSETS
Cash and Pooled Investments $ 9,245,912
Petty Cash and Change Funds 3,360
Restricted Cash and Investments - CDBG Grant 26,114
Taxes Receivable - Delinquent 1,113,823
Accounts Receivable 1,368,596
Accrued Interest Receivable 14,444
Due from Other Governments 1,937,016
Inventory 483,248
Prepaid Items 384,873
Non-Depreciable Capital Assets
Land 4,413,866
Construction-in-Progress 1,340,724
Depreciable Capital Assets - Net of Accumulated Depreciation
Buildings 20,498,744
Machinery, Furniture, and Equipment 2,469,535
Software 31,585
Infrastructure 70,849,580
Total Assets 114,181,420
DEFERRED OUTFLOWS OF RESOURCES
Refunding Deferred Charge on Bonds 1,697,854
LIABILITIES
Accounts Payable 705,412
Salaries Payable 666,590
Workers Compensation Payable 66,602
Contracts Payable 831,901
Customer Deposits 15,464
Due to Other Governments 1,063,178
Accrued Interest Payable 427,630
General Obligation Bonds Payable - Due Within One Year 1,120,000
Special Assessments - Due Within One Year 72,523
Loans Payable - Due Within One Year 96,000
General Obligation Bonds Payable - Due in More Than One Year 26,534,775
Special Assessments - Due in More Than One Year 290,089
Loans Payable - Due in More Than One Year 99,000
Other Postemployment Benefits Payable - Due in More Than One Year 1,302,377
Compensated Absences Payable - Due in More Than One Year 1,294,355
Total Liabilities 34,585,896
DEFERRED INFLOWS OF RESOURCES
Advanced Allotments 1,362,940
NET POSITION
Net Investment in Capital Assets 73,451,843
Restricted For:
General Government 625,884
Public Safety 114,366
Highways and Streets 289,713
Economic Development 34,664
Conservation of Natural Resources 107,244
Debt Service 1,623,039
Unrestricted 3,683,685
Total Net Position $ 79,930,438

See accompanying Notes to Financial Statements.
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FUNCTIONS/PROGRAMS
GOVERNMENTAL ACTIVITIES

General Government
Public Safety
Highways and Streets
Sanitation
Human Services
Health
Culture and Recreation
Conservation of Natural Resources
Economic Development
Interest

Total Governmental Activities

PINE COUNTY
PINE CITY, MINNESOTA
STATEMENT OF ACTIVITIES
YEAR ENDED DECEMBER 31, 2014

Net (Expense)
Revenue and
Changes in Net

Program Revenues Position
Fees, Charges, Operating Capital Grants
Fines, and Grants and and Governmental
Expenses Other Contributions Contributions Activities
$ 9415154 § 930,802 $ 4,419847 § - § (4,064,505)
9,416,459 1,670,809 596,410 - (7,149,240)
8,913,395 1,699,082 3,902,852 5,314,841 2,003,380
166,620 3,800 81,364 - (81,456)
7,563,856 647,322 4,043,811 - (2,872,723)
1,377,505 297,763 743,698 - (336,044)
320,642 - - - (320,642)
1,138,080 1,310,000 59,020 - 230,940
9,918 - 6,819 - (3,099)
1,226,192 - - - (1,226,192)
$ 39,547,821 § 6,559,578 $ 13,853,821 $§ 5,314,841 (13,819,581)
GENERAL REVENUES

Property Taxes 14,610,084
Wheelage Tax 266,929
Mortgage Registry and Deed Tax 15,266
Payments in Lieu of Tax 705,646
Grants and Contributions not Restricted for a Particular Purpose 2,033,221
Investment Earnings 358,878
Miscellaneous 313,574
Total General Revenues 18,303,598
CHANGE IN NET POSITION 4,484,017
Net Position - Beginning of Year 75,446,421
NET POSITION - END OF YEAR $ 79,930,438

See accompanying Notes to Financial Statements.
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PINE COUNTY
PINE CITY, MINNESOTA
BALANCE SHEET
GOVERNMENTAL FUNDS
DECEMBER 31, 2014

Road and Health and
General Bridge Human Services
ASSETS
Cash and Pooled Investments $ 3,035,191 $ 1571229 $ 249,825
Undistributed Cash in Agency Funds (Taxes and Other) 274,324 41,842 74,611
Petty Cash and Change Funds 3,210 150 -
Restricted Cash and Investments - CDBG Grant - - -
Taxes Receivable
Delinquent 616,388 124,029 212,554
Accounts Receivable 47,576 6,604 91,087
Accrued Interest Receivable 14,444 - -
Due from Other Funds 486,483 13,598 215
Due from Other Governments 285,578 820,879 826,877
Prepaid Iltems 384,406 - 84
Inventories - 483,248 -
Total Assets $ 5147600 $ 3,061,579 $ 1,455253
LIABILITIES
Accounts Payable $ 318,875 $ 53,038 $ 331,198
Salaries Payable 399,047 79,554 182,924
Workers' Compensation Payable 39,466 23,776 -
Contracts Payable 75 831,826 -
Due to Other Funds 12,765 619 6,177
Due to Other Governments 134,553 10,623 192,156
Customer Deposits 15,464 - -
Total Liabilities 920,245 999,436 712,455

See accompanying Notes to Financial Statements.
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Other Total
Land Governmental Governmental
Management Funds Funds
$ 2089548 $ 1,849,248 $ 8,795,041
- 60,094 450,871
- - 3,360
- 26,114 26,114
- 160,852 1,113,823
1,223,329 - 1,368,596
- - 14,444
- - 500,296
3,682 - 1,937,016
383 - 384,873
- - 483,248
$ 3316942 $ 2,096,308 $ 15,077,682
$ 2,301 $ - 705,412
5,065 - 666,590
3,360 - 66,602
- - 831,901
480,735 - 500,296
725,846 - 1,063,178
- - 15,464
1,217,307 - 3,849,443
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PINE COUNTY
PINE CITY, MINNESOTA

BALANCE SHEET (CONTINUED)

GOVERNMENTAL FUNDS
DECEMBER 31, 2014

Road and Health and
General Bridge Human Services
DEFERRED INFLOWS OF RESOURCES
Unavailable Taxes $ 502,238 $ 102,023 § 172,509
Unavailable Grants - 379,056 -
Unavailable Revenue - - -
Advanced Allotments - 1,362,940 -
Total Deferred Inflows of Resources 502,238 1,844,019 172,509
FUND BALANCES
Nonspendable for

Prepaid Iltems 384,406 - 84
Inventories - 483,248 -

Restricted for
Debt Service - - -
Aquatic Invasive Species 50,710 - -
Law Library 47,204 - -
Missing Heirs 73,705 - -
Recorder's Equipment Purchases 338,072 - -
Recorder's Compliance 137,651 - -
Election Equipment 29,252 - -
Attorney Forfeiture 80,067 - -
Sheriff's Contingency 3,083 - -
Sheriff Posse, Horse, Canine 836 - -
Economic Development 8,361 -
Gun Permits 30,380 - -
Ditches - - -
Rehabilitation Program - - -
Road Access - - -

Assigned for
Capital Projects - - -
Petty Cash 3,210 150 -
Forestry - - -
Fund Purposes - - 570,205
Unassigned 2,538,180 (265,274) -
Total Fund Balances 3,725,117 218,124 570,289

Total Liabilities, Deferred Inflows of

Resources, and Fund Balances $ 5147600 $ 3,061,579 $ 1,455253

See accompanying Notes to Financial Statements.



Land
Management

Other
Governmental
Funds

Total
Governmental
Funds

$ -

1,223,329

$ 128,036

$ 904,806
379,056
1,223,329
1,362,940

1,223,329

383

831,421

128,036

1,922,633

3,870,131

384,873
483,248

1,922,633
50,710
47,204
73,705

338,072
137,651
29,252
80,067
3,083
836
8,361
30,380
12,032
26,303
44,502

7,304
3,360
831,421
570,205
2,272,906

876,306

1,968,272

7,358,108

$ 3,316,942

$ 2,096,308

$ 15,077,682
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PINE COUNTY
PINE CITY, MINNESOTA
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE
STATEMENT OF NET POSITION
GOVERNMENTAL ACTIVITIES
DECEMBER 31, 2014

TOTAL FUND BALANCES FOR GOVERNMENTAL FUNDS $ 7,358,108

Total net position reported for governmental activities in the statement of net position is
different because:

Capital assets, net of accumulated depreciation, used in governmental activities are not
financial resources and, therefore, are not reported in the governmental funds. 99,604,034

Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred inflows of resources in the governmental funds.

Unavailable Revenue 2,507,191

Long-term liabilities and deferred outflows of resources, including bonds payable, are not
due and payable in the current period and, therefore, are not reported in the
governmental funds.

General Obligation Bonds $ (27,170,000)

Unamortized Bond Discounts 100,972

Unamortized Bond Premium (585,747)

Unamortized Deferred Outflows of Resources on Refunding Bond 1,697,854

Loans Payable (195,000)

Special Assessments Payable (362,612)

Compensated Absences (1,294,355)

Other Postemployment Benefit Plan Payable (1,302,377)

Accrued Interest Payable (427,630) (29,538,895)
TOTAL NET POSITION OF GOVERNMENTAL ACTIVITIES $ 79,930,438

See accompanying Notes to Financial Statements.



PINE COUNTY
PINE CITY, MINNESOTA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
YEAR ENDED DECEMBER 31, 2014

Road and Health and
General Bridge Human Services
REVENUES
Taxes $ 8,197,702 $ 1,792,468 $ 2,768,902
Licenses and Permits 96,030 - -
Intergovernmental 7,800,208 11,471,662 5,134,546
Charges for Services 1,897,774 649,104 62,563
Fines and Forfeits 20,551 - -
Gifts and Contributions 77,669 - 5,358
Investment Earnings 358,643 - 214
Miscellaneous 905,260 1,049,978 901,899
Total Revenues 19,353,837 14,963,212 8,873,482
EXPENDITURES
CURRENT
General Government 8,700,034 - -
Public Safety 8,525,724 - -
Highways and Streets - 16,236,001 -
Sanitation 163,620 - -
Human Services - - 7,532,100
Health - - 1,370,108
Culture and Recreation 320,642 - -
Conservation of Natural Resources 272,680 - -
Economic Development - - -
INTERGOVERNMENTAL
Highways and Streets - 396,557 -
UNALLOCATED
Insurance 159,592 - -
DEBT SERVICE
Principal 72,523 93,000 -
Interest 23,932 8,640 -
Administrative - Fiscal Charges - - -
Total Expenditures 18,238,747 16,734,198 8,902,208
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES 1,115,090 (1,770,986) (28,726)
OTHER FINANCING SOURCES (USES)
Transfers In 566,860 - -
Transfers Out (62,178) - -
Total Other Financing Sources (Uses) 504,682 - -
NET CHANGES IN FUND BALANCES 1,619,772 (1,770,986) (28,726)
Fund Balances - Beginning of Year 2,105,345 1,944,421 599,015
INCREASE IN INVENTORIES - 44 689 -
FUND BALANCES - END OF YEAR $ 3,725117  § 218,124  §$ 570,289

See accompanying Notes to Financial Statements.
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Other Total
Land Governmental Governmental
Management Funds Funds

$ - 9 2271617  $ 15,030,689

- - 96,030

43,613 37,513 24,487,542

- 56 2,609,497

- - 20,551

- - 83,027

- 21 358,878

1,432,879 - 4,290,016

1,476,492 2,309,207 46,976,230

- 177,732 8,877,766

_ - 8,525,724

- - 16,236,001

- - 163,620

- - 7,532,100

- - 1,370,108

- - 320,642

867,361 - 1,140,041

- 3,460 3,460

- - 396,557

- - 159,592

- 1,085,000 1,250,523

- 1,068,585 1,101,157

- 2,426 2,426

867,361 2,337,203 47,079,717
609,131 (27,996) (103,487)

- 62,178 629,038
(565,570) (1,290) (629,038)

(565,570) 60,888 -
43,561 32,892 (103,487)

832,745 1,935,380 7,416,906

- - 44,689

$ 876,306 $ 1,968,272 % 7,358,108
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PINE COUNTY
PINE CITY, MINNESOTA

RECONCILIATION OF THE GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

TO THE STATEMENT OF ACTIVITIES
GOVERNMENTAL ACTIVITIES
YEAR ENDED DECEMBER 31, 2014

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the Statement of Activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. In the Statement of Activities,
only the gain or loss on the disposal of capital assets is reported; whereas, in the
funds, the proceeds of the sale increase financial resources. The difference is
the net book value of assets sold.

Expenditures for General Capital Assets and Infrastructure
Net Book Value of Disposed Assets
Current Year Depreciation

Revenues in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the governmental funds.

Repayment of debt principal is an expenditure in the governmental funds, but
the repayment reduces long-term liabilities in the Statement of Net Position.

Principal Repayments
2005A General Obligation Bonds
2012A General Obligation Bonds
Special Assessments Payable
Loans Payable

Some items reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not reported as expenditures in the
funds.

Change in Accrued Interest Payable

Amortization of Premiums/Discounts and Refunding Deferred Charge
Change in Inventories

Change in Compensated Absences

Change in Other Postemployment Benefits

CHANGE IN NET POSITION OF GOVERNMENTAL ACTIVITIES

See accompanying Notes to Financial Statements.
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$ (103,487)
$ 9,920,066
(239,097)
(3,150,241) 6,530,728
(2,944,392)
560,000
525,000
72,523
93,000 1,250,523
24,979
(147,588)
44,689
(12,499)
(158,936) (249,355)
$ 4,484,017



PINE COUNTY
PINE CITY, MINNESOTA
STATEMENT OF FIDUCIARY NET POSITION
AGENCY FUNDS
DECEMBER 31, 2014

ASSETS
Cash and Pooled Investments $ 693,456
Accounts Receivable 610
Due from Other Governments 55,110
Total Assets $ 749,176
LIABILITIES
Due to Other Governments $ 749,176

See accompanying Notes to Financial Statements.
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NOTE 1

PINE COUNTY
PINE CITY, MINNESOTA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Pine County’s (the County) financial statements are prepared in accordance with generally
accepted accounting principles (GAAP). The Governmental Accounting Standards Board
(GASB) is responsible for establishing GAAP for state and local governments through its
pronouncements (statements and interpretations). The more significant accounting policies
established in GAAP and used by the County are discussed below.

A. Financial Reporting Entity

Pine County was established March 1, 1856, and is an organized county having the
powers, duties, and privileges granted counties by Minnesota Statutes ch. 373. As
required by accounting principles generally accepted in the United States of America,
these financial statements present Pine County. The County is governed by a five-
member Board of County Commissioners elected from districts within the County. The
Board is organized with a chair and vice-chair elected at the annual meeting in January
of each year.

Joint Ventures

The County participates in joint ventures which are described in Note 8.C. The County
also participates in jointly-governed organizations which are described in Note 8.D. A
related organization is described in Note 8.E.

B. Basic Financial Statements
1. Government-Wide Statements

The government-wide financial statements (i.e., the statement of net position and the
statement of activities) display information about the government. These statements
include the financial activities of the overall government, except for fiduciary
activities. Eliminations have been made to minimize the double-counting of internal
activities.

The government-wide statement of net position is presented on a consolidated basis
by column and is reported on a full accrual, economic resource basis, which
recognizes all long-term assets and receivables as well as long-term debt and
obligations. The County’s net position is reported in three parts: (1) net investment in
capital assets; (2) restricted net position; and (3) unrestricted net position. The
County first utilizes restricted resources to finance qualifying activities.

The statement of activities demonstrates the degree to which the direct expenses of
each function of the County’s governmental activities are offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific
function or activity. Program revenues include: (1) fees, fines, and charges paid by
the recipients of goods, services, or privileges provided by a given function or
activity; and (2) grants and contributions that are restricted to meeting the operational
or capital requirements of a particular function or activity. Revenues that are not
classified as program revenues, including all taxes, are presented as general
revenues.
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PINE COUNTY
PINE CITY, MINNESOTA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B. Basic Financial Statements (Continued)
2. Fund Financial Statements

The fund financial statements provide information about the County’s funds,
including its fiduciary funds. Separate statements for each fund category -
governmental and fiduciary - are presented. The emphasis of the governmental fund
financial statements are on major individual governmental funds, with each displayed
as a separate column in the fund financial statements. All remaining governmental
funds are aggregated and reported as nonmajor funds.

The County reports the following major governmental funds:

The General Fund is the County’s primary operating fund. It accounts for all financial
resources of the general government, except those accounted for in another fund.

The Road and Bridge Special Revenue Fund is used to account for restricted
intergovernmental revenues and other revenues and expenditures of the County
Highway Department which is responsible for the construction and maintenance of
roads, bridges, and other projects affecting County roadways.

The Health and Human Services Special Revenue Fund is used to account for the
restricted revenues of the economic assistance and community social services
programs.

The Land Management Special Revenue Fund is used to account for the activities of
the Land Department. Financing is provided primarily from the lease and sale of
land and timber on County-managed, tax-forfeited lands.

Additionally, the County reports the following fund types:

Capital Project Funds account for financial resources to be used for the acquisition or
construction of major capital facilities.

Debt Service Funds account for the accumulation of resources that are restricted,
committed, or assigned for the payment of principal and interest on long-term
obligations of governmental funds.

Agency Funds are custodial in nature and do not present results of operations or
have a measurement focus. These funds account for assets that the County holds
for others in an agency capacity.
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NOTE 1

PINE COUNTY
PINE CITY, MINNESOTA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Measurement Focus and Basis of Accounting

D.

The government-wide and fiduciary fund financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting. Revenues
are recorded when earned, and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are recognized
as revenue as soon as all eligibility requirements imposed by the provider have been
met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Pine County
considers all revenues to be available if they are collected within 60 days after the end of
the current period. Property and other taxes, licenses, and interest are all considered to
be susceptible to accrual. Expenditures are recorded when the related fund liability is
incurred, except for principal and interest on general long-term debt, compensated
absences, and claims and judgments, which are recognized as expenditures to the
extent that they have matured. Proceeds of general long-term debt and acquisitions
under capital leases are reported as other financing sources.

Assets, Deferred Outflows of Resources, Liabilities, Deferred Inflows of Resources, and
Net Position or Equity

1. Deposits and Investments

The cash balances of substantially all funds are pooled and invested by the County
Auditor/Treasurer for the purpose of increasing earnings through investment
activities. Pooled and fund investments are reported at their fair value at year end,
based on market prices. Pursuant to Minnesota Statutes §385.07, investment
earnings on cash and pooled investments are credited to the General Fund. Other
funds received investment earnings based on other state statutes, grant agreements,
contracts, and bond covenants.

Pine County invests in an external investment pool, the Minnesota Association of
Governments Investing for Counties (MAGIC) Fund, which is created under a joint
powers agreement pursuant to Minnesota Statutes §471.59. The MAGIC Fund is not
registered with the Securities and Exchange Commission. The investment in the pool
is measured at the amortized cost per share provided by the pool, which would
closely approximate fair value.

(29)



PINE COUNTY
PINE CITY, MINNESOTA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Assets, Deferred Outflows of Resources, Liabilities, Deferred Inflows of Resources, and
Net Position or Equity (Continued)

2. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other
funds” (i.e., the current portion of interfund loans) or “advances to/from other funds”
(i.e., the noncurrent maturities of interfund loans).

Property taxes are levied as of January 1 on property values assessed as of the
same date. The tax levy notice is mailed in March with the first half payment due on
May 15 and the second half payment due October 15.

Unpaid taxes at December 31 become liens on the respective property and are
classified in the financial statements as delinquent taxes receivable.

3. Inventories and Prepaid ltems

All inventories are valued at cost using the weighted average cost method.
Inventories in governmental funds are recorded as expenditures when purchased
rather than when consumed. On the government-wide financial statements
inventories are recorded as expenses when consumed.

Certain payments to vendors reflect costs applicable to future accounting periods
and are recorded as prepaid items in both government-wide and fund financial
statements.

4. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items) are reported in the government-
wide financial statements. Capital assets are defined by the government as assets
with an initial, individual cost of more than $10,000 and software of $20,000 and an
estimated useful life in excess of one year. Such assets are recorded at historical
cost if purchased or constructed. Donated capital assets are recorded at estimated
fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets’ lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed.
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NOTE 1

PINE COUNTY
PINE CITY, MINNESOTA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Assets, Deferred Outflows of Resources, Liabilities, Deferred Inflows of Resources, and
Net Position or Equity (Continued)

4. Capital Assets (Continued)

Property, plant, and equipment of the government are depreciated using the straight-
line method over the following estimated useful lives:

Assets Years
Buildings 40
Public Domain Infrastructure 50
Equipment and Vehicles 5-10
Software 3-5

5. Compensated Absences

The liability for compensated absences reported in financial statements consists of
unpaid, accumulated annual leave balances. The liability has been calculated using
the vesting method in which leave amounts for both employees who currently eligible
to receive payments and other employees expected to become eligible in the future
to receive such payments upon termination are included. Compensated absences
are accrued when incurred in the government-wide financial statements. A liability for
these amounts is reported in the governmental funds only if they have matured, for
example, as a result of employee resignations and retirements.

Deferred Outflows of Resources

The County reports a decrease in net position or fund balance that relates to future
periods as deferred outflows of resources in a separate section of its government-
wide statement of net position or governmental fund balance sheet. The County will
not recognize the related outflow until a future event occurs. The County only has
one item that qualifies for reporting in this category, which is the deferred charge on
refunding reported in the government-wide statement of net position. A deferred
charge on refunding results from the difference in the carrying value of refunded debt
and its re-acquisition price. This amount is deferred and amortized over the shorter
of the life of the refunded or refunding debt.

Deferred Inflows of Resources

The County’s governmental fund financial statements report a separate section for
deferred inflows of resources. This separate financial statement element reflects an
increase in net position or fund balance that applies to a future period. The County
will not recognize the related revenue until a future event occurs. The County has
two types of item which occur relating to revenue recognition: Unavailable revenue
and advanced allotments.
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PINE COUNTY
PINE CITY, MINNESOTA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Assets, Deferred Outflows of Resources, Liabilities, Deferred Inflows of Resources, and
Net Position or Equity (Continued)

7. Deferred Inflows of Resources (Continued)

The unavailable revenue occurs because governmental fund revenues are not
recognized until available (collected not later than 60 days after the end of the
County’s year) under the modified accrual basis of accounting. The advanced
allotment occurs when allotments are received in advance of the period they are for
in both the modified accrual and full accrual basis of accounting. Unavailable
revenue and advanced allotments are reported in the governmental funds balance
sheet, while advanced allotments are also reported in the statement of net position.

8. Long-Term Obligations

In the government-wide financial statements, long-term debt and other long-term
obligations are reported as liabilities in the governmental activities on the statement
of net position. Bond premiums and discounts are amortized over the life of the
bonds using the straight-line method. Bonds payable are reported net of the
applicable bond premium or discount. Bond issuance costs are expensed in the year
of bond issuance.

In the fund financial statements, governmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period. The face
amount of the debt issued is reported as other financing sources. Premiums received
on debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service
expenditures.

9. Fund Balance/Net Position

In the fund financial statements, governmental funds report nonspendable, restricted,
committed, assigned, and unassigned fund balances. Nonspendable portions of
fund balance relate to prepaids, inventories, and long term receivables. Restricted
funds are constrained from outside parties (statute, grantors, bond agreements, etc.).
Committed funds can only be established, modified, or rescinded by formal
resolution of the County Board. Assigned funds are established by County
Auditor/Treasurer as allowed based on the County’s adopted policy. Unassigned
fund balance is the residual classification for the County’s General Fund and
includes all spendable amounts not contained in other classifications.
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NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Assets, Deferred Outflows of Resources, Liabilities, Deferred Inflows of Resources, and
Net Position or Equity (Continued)

9.

10.

11.

Fund Balance/Net Position (Continued)

When an expenditure is incurred for purposes for which both restricted and
unrestricted fund balance is available, it is the County’s policy to use restricted first,
then unrestricted fund balance. When an expenditure is incurred for purposes for
which committed, assigned, and unassigned amounts are available, it is the County’s
policy to use committed first, then assigned, and finally unassigned amounts.

Net position represents the differences between assets and deferred outflows of
resources and liabilities in the government-wide financial statements. The net
investment of capital assets consists of capital assets, net of accumulated
depreciation, reduced by the outstanding balance of any long-term debt used to build
or acquire capital assets. Net position is reported as restricted in government-wide
financial statements when there are limitations on its use through external
restrictions imposed by creditors, grantors, or laws or regulations of other
governments. Unrestricted net position is net position that does not meet the
definition of restricted net position or net investment in capital assets.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Future Change in Accounting Standards

GASB Statement No. 68, Accounting and Financial Reporting for Pensions, as
amended by GASB Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date, replaces Statement No. 27, Accounting for
Pensions by State and Local Governmental Employers, and Statement No. 50,
Pension Disclosures, as they relate to employer governments that provide pensions
through pension plans administered as trusts or similar arrangement that meet
certain criteria. GASB Statement 68 requires governments providing defined benefit
pension plans to recognize their long-term obligation for pension benefits as a liability
for the first time, and to more comprehensively and comparably measure the annual
costs of pension benefits. This statement will be effective for Pine County’s calendar
year 2015. The County has not yet determined the financial statement impact of
adopting this new standard.
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NOTE2 STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Excess of Expenditures Over Budget

The following is a summary of individual funds with expenditures in excess of budget for the

year ended December 31, 2014.

Expenditures Budget Excess
Road and Bridge Fund $ 16,734,198 $ 16,690,279 $ 43,919
Health and Human Services Fund 8,902,208 8,885,056 17,152
Land Management Fund 867,361 756,600 110,761
General Obligation Jail
Bond Debt Service Fund 1,220,137 1,217,237 2,900

These expenditures in excess of budget were funded by higher than anticipated revenues

and existing fund balance.
NOTE 3 DETAILED NOTES ON ALL FUNDS

A. Assets

1. Deposits and Investments

Reconciliations of the County’s total deposits, cash on hand, and investments to the

basic financial statements follows:

TOTAL CASH AND INVESTMENTS
Government-Wide Statement of Net Position

Cash and Pooled Investments
Petty Cash and Change Funds
Restricted Cash and Investments - CDBG
Grant
Statement of Fiduciary Net Position
Cash and Pooled Investments

Total Cash and Investments

Deposits
Change Funds
Investments

Total Deposits, Cash and Investments
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9,245,912
3,360

26,114

693,456

9,968,842

5,358,438
3,360
4,607,044

9,968,842
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Assets (Continued)

1.

Deposits and Investments (Continued)

Custodial Credit Risk - Deposits

In the case of deposits, custodial credit risk is the risk that in the event of a financial
institution failure, the County’s deposits may not be returned to it. The County has a
deposit policy for custodial credit risk and follows Minnesota Statutes regarding
pledged collateral. As of December 31, 2014, the County’s deposits were fully
covered by FDIC insurance or collateralized.

Minnesota Statutes require that all deposits be protected by insurance, surety bond,
or collateral. The market value of collateral pledged must equal 110% of the deposits
not covered by insurance or corporate surety bonds. Authorized collateral includes:
U.S. government treasury bills, notes, or bonds; issues of a U.S. government
agency; general obligations of a state or local government rated “A” or better;
revenue obligations of a state or local government rated “AA” or better; irrevocable
standby letters of credit issued by a Federal Home Loan Bank; and time deposits
insured by a federal agency. Minnesota Statutes require securities pledged as
collateral be held in safekeeping in a restricted account at the Federal Reserve Bank
or in an account at a trust department of a commercial bank or other financial
institution not owned or controlled by the financial institution furnishing the collateral.

Minnesota Statutes §§ 118A.04 and 118A.05 generally authorize the following types
of investments as available to the County:

(a) Securities which are direct obligations or are guaranteed or insured issues of the
United States, its agencies, its instrumentalities, or organizations created by an
act of Congress, except mortgage-backed securities defined as “high risk” by
Minnesota Statutes §118A.04, Subd. 6;

(b) Mutual funds through shares of registered investment companies provided the
mutual fund receives certain ratings depending on its investments;

(c) General obligations of the State of Minnesota and its municipalities, and in
certain state agency and local obligations of Minnesota and other states
provided such obligations have certain specified bond ratings by a national bond
rating service;

(d) Bankers’ acceptances of United States banks;

(e) Commercial paper issued by United States corporations or their Canadian
subsidiaries that is rated in the highest quality category by two nationally
recognized rating agencies and matures in 270 days or less; and

(f) With certain restrictions, in repurchase agreements, securities lending

agreements, joint powers investment ftrusts, and guaranteed investment
contracts.
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Assets (Continued)

1.

Deposits and Investments (Continued)

Interest Rate Risk

Interest rate risk is the risk that changes in the market interest rates will adversely
affect the fair value of the investment. The County minimizes its exposure to interest
rate risk by investing in both short-term and long-term investments. It is the County’s
investment policy to keep securities to a maximum average life of ten years, except
treasury strips and zero coupons, which are limited to 15 percent of the investment
portfolio at time of purchase.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. This is measured by the assignment of a
rating by a nationally recognized statistical rating organization. The County’s
investment policy is to invest in securities that meet the ratings requirements set by
state statute.

Concentration Credit Risk

The concentration of credit risk is the risk of loss that may be caused by the County’s
investment in a single issuer. It is the County’s policy that investing could include, but
is not limited to: U.S. Treasury securities, short-term obligations of the U.S.
governmental agencies and instrumentalities, mortgage-backed bonds, and A1-P1
rated commercial paper. It is the County’s policy that securities having potential
default risk shall be limited in size so that, in case of default, the portfolio’s annual
investment income will not exceed a loss on a single issuer’s securities.

Custodial Credit Risk — Investments

For an investment, this is the risk that, in the event of failure by the counterparty to a
transaction, the County will not be able to recover the value of its investments or
collateral securities that are in the possession of an outside party. The County has a
policy for investment custodial credit risk which permits brokers to hold investments
only to the extent there is SIPC and excess SIPC coverage available. As of
December 31, 2014, none of Pine County’s investments were subject to custodial
credit risk. A portion of these investments is covered by Securities Investor
Protection Corporation insurance.
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Assets (Continued)
1. Deposits and Investments (Continued)

The following table presents the County’s cash and investment balances at
December 31, 2014, and information relating to potential investment risks:

Concentration Interest
Credit Risk Risk Rate Risk Carrying
Credit Rating Over 5 Percent Maturity (Fair)
Investment Type Rating Agency of Portfolio Date Value
U.S. Government Agency Securities
Federal National Mortgage Association Note AAA Moody's 53 % 2/25/2022 $ 244,148
Notes
Federal Home Loan Bank Bonds AAA Moody's 10.1 8/8/2022 464,063
Federal Home Loan Bank Bonds AAA Moody's 5.3 5/8/2023 242,398
Federal Home Loan Bank Bonds AAA Moody's 53 5/22/2023 246,125
Federal Home Loan Bank Bonds AAA Moody's 54 5/23/2023 249,853
Total Federal Home Loan Bank Bonds 26.1 1,202,439
Federal Farm Credit Bank AAA Moody's 54 10/21/2021 249,563
Investment Pools/Mutual Funds
MAGIC Fund N/A N/A N/A N/A 1,348,177
Negotiable Certificates of Deposit
Capital One Bk USA 245,049
Goldman Sachs 246,448
Sallie Mae Bk Salt Lake City UT 100,053
American Express Fed Svgs Bk 148,076
CIT Bk Sale Lake City UT 241,985
Discover Bk Greenwood DEL 100,746
GE Cap Bk Retail 240,181
Synchrony Bk Retail 240,179
Total Negotiable Certificates of Deposit 1,562,717
Total Investments 4,607,044
Deposits 5,358,438
Petty Cash 3,360
Total Cash and Investments $ 9,968,842
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Assets (Continued)
2. Receivables

Receivables as of December 31, 2014, are as follows:

County
Receivable
Taxes $ 1,113,823
Accounts 1,368,596
Interest 14,444
Due from Other Governments 1,937,016
Total $ 4,433,879

All amounts are scheduled to be collected during the subsequent year. No

applicable allowance for uncollectible accounts is recorded relating to the above
receivables.
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Assets (Continued)
3. Capital Assets

Capital asset activity for the year ended December 31, 2014, was as follows:

Beginning Ending
Balance Additions Deletions Balance
GOVERNMENTAL ACTIVITIES
Capital Assets, Not Being Depreciated
Land $ 4,377,056 $ 36,810 $ - $ 4,413,866
Construction in Progress - 1,340,724 - 1,340,724
Total Capital Assets, No Being Depreciated 4,377,056 1,377,534 - 5,754,590
Capital Assets, Being Depreciated
Buildings 27,936,035 - 1,125,129 26,810,906
Machinery and Equipment 10,010,091 262,235 329,155 9,943,171
Software 157,921 - - 157,921
Infrastructure 89,896,995 8,280,297 - 98,177,292
Total Capital Assets, Being Depreciated 128,001,042 8,542,532 1,454,284 135,089,290
Less Accumulated Depreciation for
Buildings 6,532,507 665,687 886,032 6,312,162
Machinery, Furniture, and Equipment 7,250,759 552,032 329,155 7,473,636
Software 94,752 31,584 - 126,336
Infrastructure 25,426,774 1,900,938 - 27,327,712
Total Accumulated Depreciation 39,304,792 3,150,241 1,215,187 41,239,846
Total Capital Assets, Being Depreciated, Net 88,696,250 5,392,291 239,097 93,849,444
Governmental Activities Capital Assets, Net $ 93,073,306 $ 6,769,825 $ 239,097 $ 99,604,034

Depreciation expense was charged to functions/programs of the government as
follows:

Governmental Activities

General Government $ 319,514
Public Safety 594,825
Highways and Streets, Including Depreciation of
Infrastructure Assets 2,231,608
Conservation of Natural Resources 4,294
Total Depreciation Expense - Governmental Activities $ 3,150,241
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

B. Interfund Receivables, Payables, and Transfers
The composition of interfund balances as of December 31, 2014, is as follows:

1. Due To/From Other Funds

Receivable Fund Payable Fund Amount
General Health and Human Services $ 5,294
Road and Bridge 619
Land Management 480,570
Total Due to General Fund 486,483
Road and Bridge General 12,647
Health and Human Services 883
Land Management 68
Total Due to Road and Bridge 13,598
Health and Human Services General 118
Land Management 97
Total Due to Health and Human Services 215
Total Due To/From Other Funds $ 500,296

The General Fund receivable from the Land Management Fund is the 2014 forfeited
tax distribution. The remaining due to and due from other funds are for interfund
services not paid at year-end.

2. Interfund Transfers

Interfund transfers for the year ended December 31, 2014, consisted of the following:

Amount Description
Transfers to General Fund from
Land Management Fund $ 565,570 Forfeited Tax Distribution and Salary
Reimbursement
Street Reconstruction Bond Fund 1,290 Remaining Property Tax Distribution
Total Transfers to General Fund 566,860

Transfers to Governmental Buildings Fund from
General Fund 62,178 County Board Budget Adjustment

Total Interfund Transfers $ 629,038
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

C. Liabilities

1. Construction Commitments

The County has active construction projects as of December 31, 2014. The projects
include the following:

Governmental Activities

Remaining
Spent-to-Date Commitment

Roads and Bridges

2. Long-Term Debt

Types of Indebtedness

Final  Installment
Maturity  Amounts

$ 18,643,961 $ 3,975,131

Outstanding

Original Balance
Interest Issues December 31,
Rates (%) Amount 2014

General Obligation Bonds
2005A G.O. Jail Bonds

2012A G.O. Capital Improvement
Bond

General Obligation Public Facilities
Authority (PFA) Loan

2001 G.O. PFA Loan
Special Assessments

Total General Obligation Bonds,
Loans, and Assessments

Add: Unamortized Premium
Less: Unamortized Discount

Total General Obligation Bonds, Net

$ 500,000 -
2031 1,685,000

480,000 -

2031 965,000
77,405 -

2016 108,439

(41)

4000 $ 16,935,000 $ 14,815,000

3.000 -
4.000 13,410,000 12,355,000
3.000 1,434,459 195,000

362,612

$ 31,779,459 $ 27,727,612

585,747
(100,972)

$ 28,212,387
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

C. Liabilities (Continued)
3. Debt Service Requirements

Debt service requirements at December 31, 2014, were as follows:

Year Ending 2005A G.O. Jail Bonds 2001 G.O. PFA Loan
December 31, Principal Interest Principal Interest
2015 $ 580,000 §$ 635,361 $ 96,000 $ 5,850
2016 605,000 611,661 99,000 2,970
2017 630,000 586,961 - -
2018 660,000 559,924 - -
2019 685,000 530,502 - -
2020-2024 3,915,000 2,164,478 - -
2025-2029 4,920,000 1,200,908 - -
2030-2031 2,820,000 139,276 - -
Total $ 14,815000 $ 6,429,071 § 195,000 $ 8,820

2012A G.O. Capital

Year Ending Special Assessments Improvement Bonds
December 31, Principal Interest Principal Interest
2015 $ 72,523 § 19,944 § 540,000 $ 394,450
2016 72,523 15,955 565,000 377,875
2017 72,523 11,966 580,000 357,800
2018 72,523 7,977 610,000 334,000
2019 72,520 3,699 635,000 309,100
2020-2024 - - 3,630,000 1,163,875
2025-2029 - - 4,350,000 552,000
2030-2031 - - 1,445,000 36,075
Total $ 362,612 § 59,541 $ 12,355,000 $ 3,525,175
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NOTE 3 DETAILED NOTES ON ALL FUNDS (CONTINUED)

C. Liabilities (Continued)

4. Changes in Long-Term Liabilities
Long-term liability activity for the year ended December 31, 2014, was as follows:
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
GOVERNMENTAL ACTIVITIES
Bonds Payable
2005A G.O. Jail Bonds $15,375,000 $ - 9 560,000 $ 14,815,000 $ 580,000
2012A G.O. Capital Bonds 12,880,000 - 525,000 12,355,000 540,000
Add: Premium on Bonds 622,167 - 36,420 585,747 -
Less: Discount on Bonds (179,414) - (78,442) (100,972) -
2001 G.O. PFA Loan 288,000 - 93,000 195,000 96,000
Special Assessments 435,135 - 72,523 362,612 72,523
Compensated Absences 1,281,856 560,456 547,957 1,294,355 -
Other Postemployment Benefits 1,143,441 261,833 102,897 1,302,377 -
Total Long-Term Liabilitie